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MEMBERSHIP AND CONTROL OF THE PROPOSED 
FEDERAL RESERVE BANK SYSTEM 1 

ALEXANDER D. NO YES 
Financial Editor, New York Evening Post 

HE resolutions at last week's bankers' convention at 



T 



Boston have directed attention to two special points 
of controversy over the pending banking bill, and to 
these I shall limit what little I have to say. They are the 
creation of compulsory membership of banks in the new sys- 
tem, with compulsory subscription by such banks to the stock 
of the regional reserve banks, and the question of member- 
ship in the national board of supervision. The first of these 
questions, in my judgment, is of less vital consideration than 
might at first glance be supposed. In principle the banks 
have a strong argument against it, on the ground clearly set 
forth by Mr. Hepburn this afternoon, that such compulsion 
amounts to violation of their charter rights. But compulsion 
in the matter is scarcely necessary to the government's plan. 

A national bank, even as the bill now stands, may refuse to 
participate and may surrender its national charter. If it be 
said that this would leave the bank to deal with the problem 
of its holdings of United States bonds, which would still be 
left upon its hands, even so the situation would still differ 
only in degree from the situation created by the Aldrich 
plan in regard to banks which should elect not to participate 
in subscription to the central institution provided by that 
plan. The Aldrich plan did not make the subscription com- 
pulsory upon the bankers, but that plan restricted to banks 
in the membership the advantages of the provisions whereby 
bond holdings of such banks would be cared for through the 
medium of the central reserve bank. Under the system pro- 
posed, it is plain that these bond holdings ought to be 

1 Discussion at the meeting of the Academy of Political Science, October 14, 1913. 
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absolutely protected in one form or another, and it is perfectly 
feasible that some such provision should be made by the gov- 
ernment. It will probably have to be, however, a wide and 
far-reaching provision. The condition of the bond market at 
the present time is a matter of interest to the government in 
other directions quite as immediately as through its concern 
in the success of the new banking system. 

As regards the second point of controversy, that of member- 
ship in the national board, there is this much to be observed : 
both parties to the controversy want to accomplish the same 
thing, namely, to concentrate reserves, to furnish a broad 
field for rediscount, to relieve the extreme pressure on 
the money market in the active seasons of the year and 
deal promptly and effectively with financial crises, and 
to provide facilities for a bank currency sound and uni- 
versally acceptable, capable of expanding when expansion 
of the medium of exchange is required by trade activity, 
and of contracting when such trade requirements are at 
an end. On the essential points of the banking plan there 
is substantial agreement between the government and the 
bankers, but each side particularly mistrusts one thing in the 
general position of the other side, as we have plainly seen 
through the discussion this afternoon. Each side expressly 
mistrusts one consideration, one fact, in the position of the 
other side. Congress looks with special disfavor on any 
proposition which would seem to facilitate the use of the new 
banking system and its control by any small body of powerful 
banking interests, and the bankers mistrust any proposition 
which would appear to facilitate the use of the system in the 
interest of politics. The apprehension of each may be exag- 
gerated, but the apprehensions of neither can be considered 
groundless. 

Now the plan of the House of Representatives unquestion- 
ably allays misgivings regarding possible selfish domination 
by banking interests. The national board is to be made up 
exclusively of political appointees, only one of them being 
required by law to be a trained banker. There can be little 
reason, under such provisions of the law, to apprehend bank- 

(128) 



No. i ] MEMBERSHIP AND CONTROL OF BANK SYSTEM \ 29 

ing domination : but in achieving this end, the question is cer- 
tainly left open, whether the proposed arrangement may not 
have gone to the other extreme and opened the door to pos- 
sible political influences, to political domination. This under 
certain circumstances might be equally michievous. The 
episode of Jackson and the United States Bank is the classic 
case cited to prove and explain the feeling of the general 
public against banking domination by a central bank. Not 
much attention is always given to the other side of that episode, 
which illustrates equally well the opposite danger of politi- 
cal influence. 

From a very high authority on the history of that period 1 
will read the following description of what happened after 
the Jackson administration had assumed control of certain 
disputed ground in the banking situation : 

The pet banks, as they were promptly dubbed, to which the 
deposits of the government had been transferred, were selected upon 
party principles — were one and all Democratic banks in the South 
and West, whose directors were of the President's party. * * * 
This, that, or the other influence of interest or persuasion obtained 
the patronage of the government for banks not at first favored with 
a place on the list. 

This extract, which is from the History of the American 
People, by Woodrow Wilson, does not by any means prove that 
the same condition is likely to occur to-day. Exactly the 
same situation could not possibly recur under the bill as it 
now stands, but there are certain possibilities in the longer 
career of a system of this sort which it is only fair to keep 
in view — notably the conceivable yielding by the central board 
to political pressure from a certain section, rather than from 
a given party. This danger still exists ; to resist it the national 
board will require the greatest expert wisdom in the exercise 
of its large powers, especially in times of emergency. We 
have felt the operation of this force, sometimes sectionally, 
sometimes in moments of excitement; and it has exerted in- 
fluence on everyone, especially in the last two decades. 

How can this at least conceivable danger be best avoided 
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in the bill now before the country, supposing it is to be sub- 
mitted to amendment? Several suggestions have been made. 
Some say, deprive the national board of the large powers 
which the government confers upon it regarding rediscounts, 
the fixing of bank rates and the suspension of reserve require- 
ments for individual banks. A little reflection upon the bill 
will convince us that the very nature of the system and the 
existence of regional banks require the existence of some cen- 
tral power to be used in times of emergency in order to insure 
the harmonious action of the system. 

Another suggestion is to abandon the regional bank idea 
and return to the Aldrich plan of one central institution. If 
you will reflect a moment, it seems to me that you will reach, 
as I have reached, the conclusion that this would solve nothing 
at all, but would only increase the precise difficulty before us, 
since the national board would then be the directorate of a 
central bank, conducting and directing all the operations of 
the system, a duty which now rests primarily in the hands of 
the regional banks, of the members of whose boards the bank- 
ers select the majority. It is scarcely to be supposed that if 
the powers of the national board were to be thus extended, 
Congress would be any less strict in the selection of the board 
(which would then be the directorate of the central bank) or 
any more inclined to grant a controlling influence on that 
board to the banking interests ; for the board would then con- 
trol the whole country and would itself conduct all the oper- 
ations of the system, operations which are now under the law 
to be made compulsory. With the power now largely in the 
hands of the regional banks, where the bankers select the 
majority of the boards, it seems to me that it would be a step 
from the frying pan into the fire to adopt the proposed ex- 
pedient. 

Then there is the plan proposed in the Boston resolutions 
of last week; a minority representation in the national board, 
to be chosen by the regional banks. For this plan there is 
undoubtedly much to say. It would insure competent dis- 
cussion before any important action by the board was taken ; 
yet after all, a minority would be a minority, and it is ques- 
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tionable whether the constant presence in the board of a 
minority that only the turn of circumstances could convert 
into a majority would be wholly happy in its results, and be- 
yond this, it is yet to be seen how far Congress will be willing 
to yield its general theory that the supervisory power at 
large should be exercised wholly by the government. 

There is one possible change of plan, with which I will close, 
and which I think has not received the attention it deserves. 
Provision is already made in the bill for an advisory council, 
to be chosen by the regional banks and to consist of one mem- 
ber for each regional bank, which council shall have power to 
offer advice or counsel to the national board at any time. Its 
function is limited, as Mr. Sprague has explained to you. It 
may call for information, may procure advice or information, 
and yet no powers distinct or decisive are conferred upon this 
council. The paragraph creating this advisory council 
was stricken out in the Boston resolutions. I cannot help 
thinking that this action was a mistake. The real problem 
of the national board, in my opinion, is not so much the 
composition and membership of the board as the absence of 
proper restriction on the exercise of its large and sweeping 
powers, powers the mistaken exercise of which at a time of 
financial crisis might do unlimited harm. In this regard the 
practise of the Imperial Bank of Germany is extremely inter- 
esting, especially in view of the fact that in Germany also 
there is provided a directorate for the central bank made up 
wholly of political appointees. There, too, is an advisory 
council, known as the Central Ausschuss, consisting of fifteen 
members who are chosen by the shareholders of the central 
bank. The fifteen regularly appoint a sub-committee of three, 
which sub-committee meets each week with the president and 
directors of the bank to discuss policies with regard to ques- 
tions that may come up. The testimony of the vice-president 
of the Reichsbank before the Aldrich committee stated that 
in practise their advice is generally carefully considered and 
taken. They have also certain direct veto powers. It ap- 
pears to me that the development of an advisory council along 
these lines, where we have already a model before us, or at 
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any rate a distinct suggestion in the practise of the Bank of 
Germany, might solve what promises to be in other respects 
a deadlock between the bankers and the government. Effec- 
tively carried out, it would transform this central supervisory 
council, possessing merely the right of casual inquiry or sug- 
gestion, into a body whose voice must necessarily be heard 
before any general action of the executive board is taken. 
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